Abstract
INTRODUCTION
Monetary Policy is a key component of any pro-growth economic system and much so in developing economies such as the Nigerian Economy (Taylor, 2004) . In general terms, monetary policy refers to a combination of measures designed to regulate the value, supply and cost of money in an economy in consonance with the expected level of economic activity (Nnanna, 2001) . For most economies, Nigerian economy inclusive, the objectives of monetary policy includes price stability, maintenance of Balance of Payments equilibrium, promotion of employment and output growth. Gbosi (2002) posits that monetary policy aims at controlling money supply so as to counteract all undesirable trends in the economy, these undesirable trends may include; unemployment, inflation, sluggish economic growth or disequilibrium in the Balance of Payments. Monetary policy may either be expansionary or restrictive. An expansionary monetary policy is designed to stimulate the growth of aggregate demand through increase in the rate of money supply thereby making credit more available and interest rates lower. Thus, to regulate monetary policy in the Nigerian economy, the Central Bank of Nigeria (CBN) employs various instruments which include; Open Market Operation (OMO), Reserve Requirement (RR) and Discount Rate (DR), etc. The success of monetary policy depends on the operating economic environment, institutional framework adopted, and the choice and mix of the instrument used. However, the current monetary policy framework focuses on the maintenance of price stability and Balance of Payments equilibrium, while the promotion of economic growth and employment generation are secondary goals of the policy.
Over the years, the objectives of monetary policy have remained the need for attainment of internal and external balance (that is equilibrium in the balance of payments). However, emphases on technique/instrument to simultaneously achieve internal balance and equilibrium in the balance of payments have changed over the years. There have been two major phases in the pursuit of monetary policy in Nigeria before and after 1986. The first phase placed emphasis on direct monetary controls, while the second relies on market mechanisms. A review of Nigeria's monetary policy performance before 1986 shows that the economic environment that guided monetary policy was characterized by the dominance of the oil sector and over-dependence on the external sector in order to maintain price stability and a healthy balance of payments position. The monetary management authority depended on the use of direct monetary instruments such as credit ceilings, selective credit controls, administered interest and exchange rates, as well as the prescription of cash reserve requirements and special deposits. The use of market-based instruments was not feasible at this point because of the underdeveloped nature of the financial markets and the deliberate restraint on interest rate.
The most popular instrument of monetary policy then was the issuance of credit rationing guidelines which primarily set the rates of exchange for the component and aggregate commercial bank loans and advances to the sector (Iyoha, 1995) . The sectorial allocation of bank credit in the CBN guidelines was to stimulate the productive sector and thereby stem inflationary pressure. The fixing of interest rates at relatively low level was done mainly to promote investment and growth. Occasionally, special deposits were imposed to reduce the amount of free reserve and credit-creating capacity of the banks. Minimum cash ratios were stipulated for the banks in the mid-1970s on the basis of their total deposit liabilities. But since such cash ratios were usually lower than those voluntarily maintained by the banks, they proved less effective as a restraint on their credit operations (Adeanye, 1986) .
The second phase depicts monetary policies aimed at inducing the emergence of a market-oriented financial system for effective mobilization of financial savings and efficient resource allocation. The instrument of the market based framework is the open market operations complemented by reserve requirements and discount window operations. In order to improve ISSN: 157-9385 Website: www.arabianjbmr.com/JPDS_index.php macroeconomic stability, efforts were directed at the management of excess liquidity. Also effective from August 1990 was the use of stabilization securities for the purpose of reducing the bulging size of excess liquidity. The reintroduction of the Dutch Auction System (DAS) of foreign exchange management in 2002 engendered relative stability and stemmed the depletion of reserves in the second half of 2002.
Finally, in December, 2006, the CBN in its effort to respond to the ever changing economic and financial environment, introduced a monetary framework tagged "Monetary policy rate"(MPR), with the ultimate goal of achieving stability in the value of the domestic currency through the stability in short term interest rates around the "operating target". The monetary policy rate (MPR) serves as an indicator rate for transactions in inter-bank money market as well as other deposit money banks' (DMBs) interest rate. The aforesaid forms an overview of how Nigeria's monetary authority has been experimenting with different policy measures to ensure internal stability and equilibrium in the balance of payments, all to no avail.
The Problem
Nigeria has in the recent times been experiencing persistent instability on her overall balance of payment and this has provoked serious concern and question on the potential causes of this imbalance. Nigeria, like any other country, aims at maintaining a stable equilibrium in the balance of payments as one of the objectives of macroeconomic policy (Soludo, 2003) . Organizations such as the International Monetary Fund (IMF), and the World Bank, have directed a great deal of attention to stable balance of payments situations in a given economy as the ideal situation. Owing to the nature of Nigeria's export and import, there existed a persistent Balance of Payments deficit in the economy.
Invariably, Nigeria has paid more to foreign countries than she receives. Thus, the attendant result affects the economy, leading to gross depletion of Nigeria's Foreign Reserves. It has also attracted reduction in the country's productive capacities and persistent inflationary pressures. Sequel to the above, articulated efforts have been made by monetary authorities especially, Central Bank of Nigeria (CBN), on how to drastically reduce the Balance of Payment s deficits in the economy. This is usually done through the formulation and implementation of appropriate monetary policy measures.
Over the years, different adjustment mechanisms to balance of payment disequilibrium have been developed, namely, the monetary approach, the Elasticity's Approach and the Absorptions Approach (Du Plessis et al 1998) Although the monetary policy approach to the balance of payment has been commended by many for explaining the balance of payments, it has been criticized by some scholars as an approach that ignores other parts of international trade in determining the balance of payments (Iyoha,2001 ). According to Fleermuys (2005) , the monetary approach to the balance of payments has been blamed for disregarding the fiscal and real factors that influence changes in the balance of payments, while concentrating only on monetary factors. The weak position in the country's current account was due to the deterioration in the services and income account which outweighed the surplus recorded in the merchandise trade and involved net transfer account, Gbosi (2001) . In recent years, there have persistent deficit in the country's balance of payments.
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Website: www.arabianjbmr.com/JPDS_index.php Nigeria's balance of payments recorded remarkable improvement during the period [2004] [2005] . However, the situation worsened in 2008 as a result of the global financial and economic meltdown coupled with the falling prices of crude oil in the international oil market Gbosi (2009) . After all these measure at correcting balance of payments depicts yielded non significance response of balance of payment to the monetary policy instrument that informed the need to investigate the effects of monetary policy variables on Nigeria balance of payments. This work specifically seek to examine the extent at which monetary policy variables affect balance of payment position in Nigeria LITERATURE REVIEW Exchange rate is the price of one currency in terms of another. It is the amount of foreign currency that may be bought for one unit of the domestic currency or the cost in domestic currency of purchasing one unit of the foreign currency (Soderstine, 1998) . Anifowose (1994) describes foreign exchange as a monetary asset used on a daily basis to settle international transactions and to finance deficits in a country's balance of payments. He emphasizes that it is an important component of a country's stock of external reserve. Other components include holding of monetary gold and special drawing rights (SDRs).
To express our balance of payments function, we look at various approaches used to analyze the effects of exchange rate volatility on the balance of payments. These approaches include the elasticity approach, the absorption approach and the monetary approach. Among these three approaches, the monetary approach describes the current state of art in the analysis of exchange rate fluctuations/effects on balance of payment (Ozumba, 1978) . These approaches are consider thus below.
The Elasticity Approach
The elasticity approach focuses on the trade balance. It studies the responsiveness of the variables in the trade and services account, constituting of imports and exports of merchandise and services relative price changes induced by devaluation. The elasticity approach to balance of payments is built on the Marshall Learner condition (Sodersten, 1980) , which states that the sum of elasticity of demand for a country's export and its demand for imports has to be greater than unity for a devaluation to have a positive effect on a country's balance of payments. If the sum of the elasticity is smaller than unity, then the country can instead improves its balance of trade by revaluation.
The Absorption Approach
This approach summarily postulates that devaluation would only have positive effects on the balance of trade if the propensity to absorb is lower than the rate at which devaluation would induce increases in the national output of goods and services. It therefore advocates the need to achieve deliberate reduction of absorption capacity to accompany currency devaluation. The basic tenet of this approach is that a favorable computation of price elasticity may not be enough to produce a balance of payments effect resulting from devaluation, if devaluation does not succeed in reducing domestic expenditure. The approach dwells on the national income relationship developed be Keynes and it tries to find out its implication on balance of payments (Machlup, 1955) ISSN: 157-9385 Website: www.arabianjbmr.com/JPDS_index.php
Empirical Literature
The primary objective of monetary policy in any modern economy is the maintenance of price stability which is fundamental to the attainment of sustainable growth. Nnanna (2001) observed that the pursuit of price stability invariably implies the indirect pursuit of objectives such as Balance of Payments (BOP) equilibrium. Anyanwu (1993) posits that an excess supply of money in the economy will result to excess demand for goods and services and in turn causes rise in prices and also, affect the Balance of Payments position. With the achievement of price stability, the uncertainties of general price level will not materially affect consumption and investment decisions. Rather, economic agents will take long-term decision without much reservation about price change in the macro-economy.
Gafar (1980) using Jamaica as a case study tested for the effect of devaluation on the balance of payments adjustment. Using the elasticity approach based on the Marshall-Lerner's condition for exchange rate stability, he tested if devaluation is an appropriate policy tool for balance of payments adjustment. He estimated the price and income elasticity for import and exports of Jamaica including tourism. It was found that Marshall-Learners condition was satisfied in two condition estimated; first when tourism was excluded from the model and the other when tourism was included. He therefore concluded that while devaluation is a useful policy device to correct balance of payment deficits, it could possibly produce contra dictionary effects of used in isolation of other monetary and fiscal measures.
Unaimikogbo and Enoma (2011) evaluate the effect of monetary policy instrument on balance of payments in Nigeria with a simulation equation model 1986-1997 using ordinary least square estimation technique of data analysis, the study found that both polices contribute significantly to balance of payment. They concluded that monetary variable is more effective and dependable than fiscal variable in affecting changes in economic activates. Syles and Walton (1978) examine the Honduran case. They estimated a reserve flow equation using annual data for the period 1950-1974, and quarterly data from 1966-IV to 1974-IV. When annual data are used, coefficients are significantly different from zero, have the appropriate signs and are not statistically different from their hypothesized values at the 5 percent level of significance.
Ditimi, Wosa and Olaiya (2011) appraised the effect of monetary policy instrument on balance of payments in Nigeria over the period of 1986-2009. The study adopted ordinary least square technique and found that monetary policy have impressed the implementation of various policy initiatives and has therefore experienced sustained expansion over the years. They noted that the implication of their finding is that monetary policy has significant influence in maintaining price stability and favourable balance of payment within Nigeria economy and concluded that for monetary policy to improve its performance there is the need to reduce excessive expenditure of the government and align fiscal policy along with monetary policy measure.
Imoisi et al (2013) examined the efficacy of monetary policy in achieving Balance of Payments stability in Nigeria using an Ordinary Least Squares (OLS) technique of multiple regression models using statistical time series data from 1980-2010. The estimated result shows a positive relationship between the dependent variable (Balance of Payments) and the Independent variables (Money Supply, Exchange Rate and Interest Rate). Specifically, Money Supply and Interest Rate had significant relationship with Balance of Payments, whereas Exchange Rate was ISSN: 157-9385 Website: www.arabianjbmr.com/JPDS_index.php not statistically significant. Based on the results, it was therefore recommended that the government should promote the exportation of Nigerian products especially the Non oil products, as this will bring in more foreign exchange into the country, boost productive activities and improve the balance of payments position of the country.
Methodology
The design adopted for this study is the ex-post-facto method. The model was analyzed using an econometric model of multiple regression analysis to test the relationship between the dependent variable (BOP) and independent variables (Money Supply, Interest Rate and Exchange Rate and Gross domestic product). The following tests shall be conducted to test the reliability of data used: Unit root and Co-integration test. Data are sourced from CBN bulletin for various years.
Model Specification
This study adopted the model of Imoisi et al (2013) and modified it by including gross domestic product as one of the independent variables. The model is specified as thus: From the test, ECM (-1) assumed a negative value and has a coefficient of 0.04 %. It therefore, follows that the ECM could rightly correct any deviations from short run to long-run equilibrium relationship between BOP and the explanatory variables. The co-efficient indicates a speedy adjustment of 0.04% annually, very short for it to adjust or correct. This implies that following short-run disequilibrium, 0.04% of the adjustment to the long -run takes places within half quarter years. The above result shows that the R 2 is 0.961273, which shows that the model explains about 96% of the total variations in BOP are explained by the independent variables during the period of the study. The f -statistic of 99.28749 with a corresponding zero probability [0.0000] measures the overall statistical influence of the explanatory variables in explaining the dependent variable. It was found to be statistically significant at 5% level. This indicates that the variables included in the model explains approximately the variations caused on economic growth in Nigeria.
From the ECM result presented above, the coefficient of the constant term is positive which implies that at zero performance of the independent variables used, BOP will stand at ISSN: 157-9385 Website: www.arabianjbmr.com/JPDS_index.php 3037799. Broad money supply (M2) and Exchange Rate (EXC) have a positive relationship with Balance of payment (BOP). It means that if Broad money supply (M2), and Exchange Rate (EXC) in Nigeria increases by 1 unit, the Nigerian Balance of payment (BOP) will increases by (2.640826, 37131.58) units respectively. The coefficient of Interest Rate (INT) and Gross domestic product (GDP) indicates that there exists a negative relationship between them and the Nigerian Balance of payment (BOP). This implies that a change in Interest Rate (INT) and Gross domestic product (GDP) will bring about an inverse change in the Nigerian Balance of payment (BOP) by -170261.4and -2.738395respectively.
From the result analysis done so far, it reveals that money supply, exchange rate and interest rate all conform to their expected theoretical signs while only the coefficient of gross domestic product does not conform to the expected sign since it was supposed to have a positive relationship but turned out to have a negative sign. The implication is that since majority of the variables included in the model conforms to their a priori expectations and are statistically significant with the exception of the coefficient of interest rate (which was not significant) at 5 % level of significance, we reject the null hypothesis of no significant impact and conclude that monetary policy instruments significantly affect the balance of payment in the Nigerian situation.
CONCLUSION
This study empirically analysed the effect of monetary policy variables on Nigerian balance of payments using ordinary least square technique from 1986-2012. From the result obtained, it was discovered that there exist a positive and a statistically significant relationship between monetary policy, exchange rate and balance of payment and negative relationship between interest rate, GDP and balance of payment. While the coefficients of other variables were statistically significant, the coefficient of interest rate was not. Therefore, it can be said that monetary policy significantly affects the level of balance of payment in Nigeria. In line with the above, it is the responsibility of the government to initiate policies that will guide against political tussles and instability and ensure favourable balance of payment through the following recommendations:  The Central Bank of Nigeria (CBN) should intensify the process of regular monitoring of the operation of deposit money banks to ensure compliance with prudent guidelines and promote transparency in the banking operations.

The government should embark on efficient and effective expenditure switching policy or devaluation of Nigeria Currency (Naira), as devaluation of the country's currency will make exports cheaper and imports more expensive, thus, leading to a favourable balance of payments position in the country.  Appropriate monitoring machinery should be set up at the levels of the Central Bank, National Planning Commission, Federal Office of Statistics, Federal Ministry of Industries and the Custom Department to ensure that foreign exchange and available credit are properly allocated and not abused.  For further studies it is recommended that a much larger sample size than the one adopted for this research should be used. 
